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‘In keeping with our strategic plan to 
develop and expand specialty store 
operations, F. W. Woolworth Co. has 
fifteen specialty store formats that 
were not in existence three years ago. 


oughts 




John W. Lynn, Chairman 
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The mission off. W. Woolworth Co. 
is to provide value to consumers in 
North America, Germany, and 
Australia through its distinctly indi¬ 
vidual but complementary retail¬ 
ing businesses. Under the general 
guidance of corporate management, 
these businesses will generate 
levels of profit that not only satisfy 
investors and sustain long-term 
growth, but also provide full, competi¬ 
tive financial rewards for employees 
and benef it the communities in 
which they live and work. 
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Consolidated Statistics in Brief 


For the fiscal years ended January 31, 1986, 1985, 
and 1984 (in millions except per share amounts) 

1985 

1984 

1983 

Sales 

$5,958 

$5,737 

$5,456 

Operating income 

409 

354 

308 

Net income 

177 

141 

118 

Capital expenditures 

152 

130 

103 

Advertising costs 

127 

119 

106 

Long-term debt 

245 

250 

300 

Shareholders' equity 

1,223 

1,051 

1,030 

Common shares outstanding at end of year 

32 

31 

31 

Per common share 




Net income 

$ 5.50 

$ 4.45 

$ 3.72 

Cash dividends declared 

2.00 

1.80 

1.80 

Common shareholders' equity 

37.61 

32.67 

31.93 


Operating Income as a Net Income as a 

Percentage of Sales Percentage of Sales 



1982 1983 1984 1985 1982 1983 1984 1985 
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To Qur Shareholders 


P 


rofits rose to a record 
level in 1985, the third 
successive year of 
improvements. Net 
income was $177 million, 
or $5.50 per share, a 26% 
increase from net income of $141 million, 
or $4.45 per share, in 1984 and was more 
than double the $82 million, or $2.63 per 
share, reported for 1982. 

Operating income (income before unal¬ 
located items) rose 16% in 1985 to $409 
million, from $354 million in 1984. Domes¬ 
tic and foreign operations both showed 
operating income improvement. Both 
general merchandise stores and specialty 
stores again reported operating income 
increases. 

Key financial and operating objectives, 
established in early 1983, have been 
achieved in three years, as return on 
equity reached 17% in 1985 and return on 
investment reached 11%. 



Our improved profitability and financial 
strength are attracting increasing investor 
attention and recognition. That growing 
recognition is being reflected in the 
achievement of one of management's 
principal objectives: appreciation in the 
value of the shareholders' investment. 
Since January 31, 1983, the price of 
Woolworth common shares has risen by 
over 200% while the Dow Jones Industrial 
Average rose 65%. In that period the total 
market value of Woolworth common 
shares has grown by almost $1.7 billion, to 
$2.4 billion from $700 million. 

Earlier today, April 9, 1986, we 
announced a two-for-one split of common 
stock and a 12% increase in the quarterly 
cash dividend on common stock. After 
giving effect to the stock split, the quar¬ 
terly cash dividend on common stock will 
rise to $. 28 per share from $. 25 per 
share. Improved operating results, partic¬ 
ularly in specialty store operations, pro¬ 
vided the resources for this dividend 
increase. 

Because specialty stores provide 
greater sales per square foot, and higher 
profit margins and return on investment 
than do general merchandise stores, the 
strategy underlying our financial and oper¬ 
ating objectives is to give high priority to 
rapid expansion of specialty store formats 
already in place as well as to internal 
development and acquisition of new ones. 
Our results over the past three years 
have underscored the soundness of 
this strategy. 

Specialty Stores 

The past year was a milestone in a num¬ 
ber of respects. Specialty stores pro¬ 
duced greater operating income than 
general merchandise stores for the first 
time in the Company's history. Between 
the end of 1982 and the end of 1985 the 
number of specialty units rose from 3,300 
to 4,100, an increase of 24%. During that 
same period, the number of specialty 
store formats grew from 15 at the end of 
1982 to 28 at the end of 1985. Specialty 
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store sales rose from $1,415 million in 
1982 to $1,981 million in 1985, an increase 
of 40%. Operating income rose to $206 
million in 1985, more than double the 1982 
level. 

Those specialty stores, including for¬ 
mats and units which we did not have 
before 1983, produced 68% of the Compa¬ 
ny's total sales increase and 70% of the 
total increase in operating income 
between 1982 and 1985. As a result, spe¬ 
cialty stores accounted for a larger per¬ 
centage of total sales and profits in 1985 
than in 1982 despite increases in general 
merchandise sales and operating income 
in each year since 1982. Specialty stores 
produced 33% of total sales in 1985, ver¬ 
sus 28% in 1982, and over 50% of operat¬ 
ing income in 1985, versus 39% in 1982. 

The magnitude of our growing empha¬ 
sis on specialty store operations is per¬ 
haps best illustrated by a summary of the 
new formats we have developed or 
acquired in the past three years, and the 
number of new units we have added in 
those new formats. Between 1983 and 
1985 we developed 11 new specialty store 
formats and added another four as a result 
of one acquisition in each of those years. 
For those 15 specialty formats, which 
were not a part of the Company at the 
start of 1983, we have expanded the total 
number of units from zero in 1982 to 133 
in 1983, to 290 at the end of 1984, and to 
537 at the end of 1985, representing an 
increase of over 300% in the past two 
years. In 1986 alone we expect to add 
another 300 units, more than the number 
that existed only 18 months ago. This 
represents a year-to-year increase of 
more than 50%. 

While the 537 units added since 1982 
have not yet added meaningfully to total 
sales and profits, all development, pre- 
opening, and start-up costs were 


expensed as incurred. Consequently, we 
are confident that, as a group, those 
recently developed or acquired specialty 
formats, together with those which we 
expect to develop or acquire in 1986 and 
1987, will make a substantial and growing 
contribution to sales and profits in the late 
1980s and well into the 1990s. 

General Merchandise Stores 

Total operating income from general mer¬ 
chandise stores rose to $203 million in 
1985, the third successive year of 
improvement. That represents a 5% 
increase from $193 million in 1984 and an 
increase of 28% from $158 million in 1982. 
Those results underscore the soundness 
of yet another strategy developed three 
years ago to renovate and remerchandise 
our general merchandise stores. 

In Germany, considerable progress was 
made in remodeling the stores in Berlin 
where the Company has 25 stores and 
generates a substantial portion of its 
revenues. 

Ninety-six Woolworth stores in the 
United States, with a total of 2.1 million 
square feet of selling area, were reno¬ 
vated in 1985. That brings the total in the 
first three years of the renovation pro¬ 
gram to 307 units, which contain 27% of 
U.S. Woolworth’s total selling area. 

Nineteen Woolworth stores and 13 
Woolco stores in Canada were renovated 
in 1985. Over the past three years, 59 
stores representing approximately 33% of 
Canadian Woolworth's total selling area, 
and 26 stores, representing 24% of 
Woolco's total selling area, have been 
renovated. 

Renovation of general merchandise 
stores will continue in 1986 at a pace not 
too different from the 1985 program. 

On February 12, 1986, John]. Mack- 
owski, Chairman and Chief Executive 
Officer of Atlantic Mutual Insurance Com¬ 
pany, was elected a Director. We take 
pride in his commitment and will benefit 
from his talents. 


After 55 years ot dedicated and produc¬ 
tive service, including eight years as 
Chairman and Chief Executive Officer and 
15 years as a Director, Lester A. Burcham 
retired in June 1985 and was elected an 
Honorary Director. 

Improvement in profitability, an impor¬ 
tant ingredient in the marked increase in 
shareholder values in recent months, is 
not the result of the efforts of merely one 
or two senior officials or even a group of 
top executives. Rather, the Company’s 
achievements increasingly reflect the 
efforts of a cohesive, motivated, creative 
management team, with guidance pro¬ 
vided by an energetic, responsive Board 
of Directors. Management, directors, and 
shareholders also appreciate the efforts of 
tens of thousands of dedicated associates 
who operate and support our 5,800 
stores, as well as the cooperation of many 
dependable suppliers and landlords, and 
the loyalty of our customers. 



John W. Lynn 
Chairman of the Board and 
Chief Executive Officer 


ry j f / ■ . 

, - <*** C 

Harold E. Sells 
President and 
Chief Operating Officer 

April 9, 1986 



4 


Profile of the Company 


At 



At 

Planned 



Jan. 31, 

Opened 

Closed 

Jan. 31, 

Openings 


Retail Units 

1985 

1985 

1985 

1986 

1986 

U ,S . Wool WOrttl stores sell general merchandise and apparel. Merchandise 

U.S. Woolworth 

1,210 

3 

19 

1,194 

3 

selections vary by location and by store size, which generally ranges from 

Specialty stores 

2 

27 

— 

29 

87 

12,000 to 50,000 gross square feet. Specialty stores, which range in size from 

1,000 to 5,000 gross square feet, include Burger King franchised food oper¬ 
ations in selected Wool worth stores; Afterthoughts boutiques featuring costume 
jewelry, handbags, and accessories; Herald Square Stationers stores sell¬ 
ing a full line of stationery, greeting cards and novelty gifts; and Frame Scene 
stores offering frames and framing services as well as photographic prints. 

Total 

1,212 

30 

19 

1,223 

90 

Woolworth Canada stores sell general merchandise and apparel and 

Woolworth Canada 

186 

1 

5 

182 

1 

generally range in size from 20,000 to 50,000 gross square feet. Woolco 

Woolco Canada 

120 

— 


120 

1 

Canada stores are full-line discount stores which generally range in size from 

Specialty stores 

18 

96** 

1 

113 

55 

55,000 to 120,000 gross square feet. Specialty stores, which range in size from 
500 to 7,000 gross square feet, include Robinson’s stores selling apparel and 
other merchandise in smaller communities in Western Canada; Activeworld 

Total 

324 

97 

6 

415 

57 

stores selling women's and children's casual clothing and footwear; Kids Mart 
stores selling childrenswear; and Afterthoughts boutiques which sell costume 
jewelry, handbags, and accessories. 







Woolworth Germany stores sell general merchandise and apparel. 

Woolworth Germany 

225 

1 

2 

224 

1 

Merchandise selections include better grades of apparel, home furnishings, 

Specialty stores 

12 

5 

— 

17 

7 

jewelry, and leather goods. Average store size is 30,000 gross square feet. 

Total 

237 

a 


241 

8 

Specialty stores, which range in size from 500 to 4,000 gross square feet, 
include Fun & Fashion stores, fashionable apparel stores for men and women; 
Mini-Shops selling apparel and other merchandise, and Krone stores selling 
children's clothing. 

u 

£ 









Kinney Shoe Corporation operates family shoe stores under the names 

Kinney 

1,644 

44 

61 

1,627 

53 

Kinney (in the United States and Canada); Lewis (in Canada); and Williams 

Foot Locker 

619 

102 

— 

721 

110 

the Shoemen (in Australia). It also operates other specialty stores—athletic 

Susie’s 

246 

— 

1 

245 

5 

footwear stores named Foot Locker and Lady Foot Locker (in the United 

Williams the Shoemen 

123 

18 

4 

137 

10 

States and Canada) and Athletic Shoe Factory (in the United States); women's 

Lady Foot Locker 

122 

54 

— 

176 

55 

ready-to-wear stores named Susie's (in the United States); high-fashion ladies' 

Fredelle 

116 

4 

12 

108 

3 

footwear stores named Fredelle (in the United States and Canada); stores 

Athletic Shoe Factory 

89 

39 

— 

128 

30 

selling brand-name footwear at promotional prices named Frugal Frank’s (in 

Lewis 

77 

1 

5 

73 

2 

the United States); Randy River stores which sell footwear (in Australia) and 

Frugal Frank's 

26 

2 

4 

24 

3 

men’s casual clothing (in Canada); stores selling women's casual apparel. 

Randy River 

19 

6 

2 

23 

21 

named Sportelle (in Canada); and stores selling women's sports apparel and 

Sportelle 

— 

29 

— 

29 

45 

footwear named Live Wire (in Australia). Sacaldi stores, which sold handbags, 

Sacaldi 

7 

— 

7 

— 

— 

were closed during 1985. Stores generally range in size from 1,100 to 6,500 

Live Wire 

1 

— 

— 

1 

3 

gross square feet. Manufacturing is done in 10 factories. 

Leased departments 

193 

2 

72 

123 

- 


Total 

3,282 

301 

168 

3,415 

340 

Richman Brothers sells men’s clothing and furnishings (Richman stores) 

Richman 

201 

3 

2 

202 

1 

and ladies' and men’s clothing and furnishings (Anderson-Little stores). Stores 

Anderson-Little 

109 

4 

— 

113 

4 

generally range in size from 3,500 to 10,500 gross square feet. Three plants 

Total 

310 

7 

2 

315 

5 

manufacture men's suits, sports coats, and slacks. 




Other Specialty Operations include Little Folk Shop, a specialty 

Kids Mart 

145 

52 

1 

196 

50 

retailer of children's apparel operating under the names Kids Mart and Little 

Little Folk Shop 

22 

— 

7 

15 

— 

Folk Shop with a store size range of 2,000 to 3,500 gross square feet; 

The Rx Place 

— 

2 

— 

2 

4 

and The Rx Place, with approximately 25,000 gross square feet, featuring 

*J. Brannam 

37 

— 

37 

— 

— 

prescription drugs, health and beauty aids, candy, greeting cards, and other 
drug store items at deep discount prices. *J. Brannam stores, which sold 
brand-name clothing at discount prices, were closed during 1985. 

Total 

204 

54 

45 

213 

54 

^Includes 73 Robinson's stores already in operation at date of acquisition. 

Grand Total — stores and 
leased departments 

5,569 

495 

242 

5,822 

554 
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Statistical Data by Operation 


U.S. Woolworth 



1985 

1984 

1983 

1982 

1981 

Sales (millions) 

Selling area in square 

$1,943 

1,906 

1,821 

1,707 

1,686 

feet (millions) 

20.4 

20.8 

21.2 

21.6 

22.2 

Sales per square foot 

Income before unallocated 

$ 95 

92 

86 

79 

76 

items (millions) 

$ 103 

95 

78 

66 

73 

Woolworth Canada 

(in Canadian dollars) 

1985 

1984 

1983 

1982 

1981 

Sales* (millions) 

Income before unallocated 

Can$l,986 

1,876 

1,739 

1,670 

1,669 

items* (millions) 

Can$ 95 

84 

74 

64 

60 

Woolworth 

Sales (millions) 

Selling area in square 

Can$ 396 

384 

354 

330 

320 

feet (millions) 

3.4 

3.4 

3.5 

3.4 

3.4 

Sales per square foot 

Can$ 116 

113 

101 

97 

94 

Woolco 

Sales (millions) 

Selling area in square 

Can$l,556 

1,487 

1,385 

1,320 

1,329 

feet (millions) 

11.4 

11.4 

11.4 

11.3 

11.2 

Sales per square foot 

Can$ 136 

130 

121 

117 

119 

^Includes specialty stores; and catalogue stores which were closed in 1982. 

Woolworth Germany 






(in German marks) 

1985 

1984 

1983 

1982 

1981 

Sales (millions) 

Selling area in square 

DM1 T 889 

1,826 

1,806 

1,741 

1,718 

feet (millions) 

3.6 

3.6 

3.4 

3.4 

3.3 

Sales per square foot 

Income before unallocated 

DM 525 

507 

531 

512 

521 

items (millions) 

DM 89 

99 

116 

98 

128 


Sales 

■ General Merchandise ■ Specialty 


in millions 


$5075 $5124 




1982 





Kinney Shoe Corporation 



1985 

1984 

1983 

1982 

1981 

Sales (millions) 

Income before unallocated 

$1,586 

1,419 

1,264 

1,132 

1,060 

items (millions) 

$ 189 

155 

121 

100 

101 

United States 

Sales (millions) 

Selling area in square 

$1,312 

1,160 

1,016 

910 

838 

feet (millions) 

5.0 

5.1 

4.9 

5.0 

4.9 

Sales per square foot 

$ 262 

227 

207 

182 

171 

Canada (in Canadian dollars) 






Sales (millions) Can$ 321 

282 

259 

229 

222 

Selling area in square 






feet (thousands) 

1,211 

1,157 

1,109 

1,110 

947 

Sales per square foot Can$ 265 

244 

234 

206 

234 

Australia (in Australian dollars) 
Sales (millions) 

Selling area in square 

A$ 57 

48 

43 

37 

32 

feet (thousands) 

214 

197 

185 

174 

171 

Sales per square foot 

A$ 266 

244 

232 

213 

187 

Richman Brothers 


1985 

iy84 

1983 

1982 

1981 

Sales (millions) 

Selling area in square 

$ 254 

249 

222 

198 

186 

feet (millions) 

1.5 

1.5 

1.5 

1.6 

1.6 

Sales per square foot 

Income (loss) before unallocated 

$ 169 

166 

148 

124 

116 

items (millions) 

$ 16 

15 

10 

4 

(5) 

Little Folk Shop 


1985 

1984 

1988** 



Sales (millions) 

Selling area in square 

$ 101 

73 

33 



feet (thousands) 

547 

425 

330 



Sales per square foot 

Income before unallocated 

$ 185 

172 

100 



items (millions) 

$ 6 


1 




**Reflects results subsequent to acquisition in August 1983. 
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Review of Operations 


D 


uring the past three years 
the Company implemented 
a bold set of strategies 
designed to achieve 
steady and sustainable 
growth in an atmosphere 
of management stability and teamwork* 

In each of these years, earnings 
improved significantly over the prior year. 
In 1985, profits reached record levels, 
the Company's financial structure was 
strengthened, the dividend on common 


shares was raised, and the market price of 
common stock reached an all-time high. 

These achievements reflect the vigor, 
creativity, and strong sense of purpose 
with which the Woolworth organization has 
pursued its three major strategies: re¬ 
structuring and revitalizing its existing 
businesses; accelerating expansion of 
existing specialty retail formats; and 
creating and acquiring compatible new 
specialty formats. 

One result of these strategies is that the 
Company now has 15 specialty store for¬ 
mats which it did not have three years 



Tl I ! 
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ago. Four of these have been obtained by 
acquisitions and the other 11 were devel¬ 
oped internally. 

Some of these formats have already 
proven successful and are being expanded 
rapidly Others are still being tested with 
a few units. Management does not expect 
all these formats to be successful. The 
purpose of developing many formats is 
that they can be tested for a relatively 
small investment, and those that prove 
successful expanded rapidly. Management 
is confident that a number of them will 
develop into major specialty chains. 



Specialty stores will continue to play an 
increasingly important role in the Company's 
operations. In 1982 specialty operations 
accounted for 28% of the Company's sales 
and 39% of operating profits—in 1985 
they accounted for 33% of sales and 50% 
of operating profits. This trend is expected 
to continue as existing specialty formats 
are expanded and new ones are developed 
internally and acquired. 



i ../■ < • tit ' ft 
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U.S. Waolworth 



he U. S. Woolworth Divi- 
sion last year pressed 
further ahead on two 
major fronts—continued 
revitalization of general 
merchandise stores 
and aggressive expansion into specialty 
retailing. 

In 1985 this division refurbished and mod¬ 
ernized 96 Woolworth stores, bringing to 
307 the number of renovations since the 



Friendly service and a 
tradition oj good value 
ep i 1om he H Pi ? h <>o rth's 
revitalized general men 
chandise stores. 



New Afte rth o ught$ ho u - 
t iques featu ring cos tu me 
jewelry arid fashion acres 
som e appeal especially to 
budget - m inded younger 
women. 


start of the program in late 1982. Reno¬ 
vated stores now constitute 27% of the 
division's total selling area. 

As part of the refurbishment program, 
the Woolworth stores are concentrating 
increasingly on the division’s traditional 
'‘core” merchandise categories, including 
health and beauty aids, housewares, sta¬ 
tionery and greeting cards, basic apparel 
and accessories, toys and games, and 
candy. Even stores not yet renovated 
emphasize this “core’' merchandise mix. 
This is the merchandise that brings most 
shoppers to the stores. 

A typical refurbished major mall store 
features: 

■ Strong assortments of budget cosmet¬ 
ics along with brand-name lines—the 
most complete selection in the mall. 

■ Costume jewelry, always an important 
Woolworth department, with a new look 
and an expanded merchandise mix. 
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m Major displays of pick-a-mix candies 
at prices that are outstanding values, 
Woolworth is a viable alternative to the 
high-priced candy stores found in today’s 
malls. 

■ An enlarged and upgraded greeting 
card center, with gift-wrap materials and 
party supplies. 

m A complete housewares department 
featuring both domestic and imported 
values. 

Strengthened by the renewed vigor 
and continued profitability of its general 
merchandise business, in 1985 U. S. 
Woolworth demonstrated that the entre¬ 
preneurial spirit of its founder, Frank W. 
Woolworth, is still very much alive. Draw¬ 
ing on its many years of retail experience, 
real estate expertise, and established 
vendor relationships, the U. S. Woolworth 


Division moved strongly into specialty 
retailing with three new specialty formats: 

■ Afterthoughts boutiques featuring 
costume jewelry, handbags, and fashion 
accessories with 20 units in larger 
regional malls. 

■ Herald Square Stationers offering 
stationery, greeting cards, and gifts in 
t wo mall stores, 

■ Frame Scene shops providing frames 
and framing services, photographic 
prints, and related products in four mall 
locations. 

Other formats will be introduced in 
1986, and Afterthoughts, which is now 
flourishing in prestigious shopping malls 
across eight states, will increase its store 
opening pace to more than one a week. 


Robert L. Jennings 
U S. Woolworth Division 

President and Chief 
Executive Officer 






,4 wider selection of greet¬ 
ing ca rds h igh l igh ts if S. 
Wool wo rtk 5 in creased 
emphasis on traditional 
“core” merchandise 
categories. 
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Kinney Shoe Corporation 

K 

inney s sales and profit 
growth continued at an 
impressive rate m 1985. 
Sales volume reached 
$1,586 million, a gain of 

12% over 1984. Operating 

retailers of footwear for men, women, and 
children. Every store offers a full range 
of casual and dress shoes, boots, and 
accessory items. Private labels dominate 
product selections, including Kinney's 
own Stadia brand of athletic shoes. 


income rose to $189 million, up 22% from 
the prior year. An ongoing, aggressive 
expansion program produced 301 new 
stores during the year, bringing the total 
number of units in all of Kinney’s formats 
to 3,415. 

Kinney—The Great American Shoe 
Store—is among the nation’s largest 



Another major Kinney chain, Foot 
Locker—America’s Most Complete Ath- 
lelic Footwear Store—is as sound a mar¬ 
keting idea today as it was 11 years ago 
when the opening of the first unit dove¬ 
tailed with America s growing inlerest in 
physical fitness. Foot Locker currently 
operates the largest athletic footwear 
chain in the United Slates. 

Staffed by highly professional sales 
teams in distinctive striped referee shirts, 
the Foot Locker chain s theme. “Get It 
Right For Your Body, Come To The 
Stripes,'* offers a powerful advertising 
message. Public relations programs bol¬ 
ster advertising campaigns. In 1985, for 
example, a unique road race series called 


Kinney Shoe Corporation's 
UJOO Family Shoe Stores 



otter Customers experi¬ 
enced. professional sendee. 


Foot Locker soles teams 
in rejeree shirts af ter 
customers guidance in 
the nations largest athletic 
footwear chain. 
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Foot Locker Partners took place in four 
key markets. The Foot Locker Summer 
Games world class track meet was tele¬ 
vised nationally, and Foot Locker ads 
appeared on fitness bulletin boards in 
more than 1,000 health clubs throughout 
the country. 

Foot Locker's success has spawned a 
sister division, Lady Foot Locker, cater¬ 
ing to the expanding women's market. 
Started three-and-a-half years ago, Lady 
Foot Locker, which also offers a wide 
selection of sports apparel, operated 176 
units at the end of 1985, an increase of 
54 in the year. 

The recently acquired Athletic Shoe 
Factory, a California-based promotional 
retailer of brand-name athletic footwear, 


has also been growing rapidly. The addi¬ 
tion of 39 more units last year brought the 
number of stores at year end to 128. 

Other specialty retailing formats are 
also being developed by Kinney, These 
include such names as: 

■ Sportelie, womens casual apparel 
shops in Canada 

■ Fredeile, high-fashion ladies’ shoe bou¬ 
tiques in the U.S. and Canada 

■ Frugal Frank's, off-price, brand-name 
shoe stores in the U.S. 

■ Randy River, women's fashion footwear 
boutiques in Australia and men's casual 
apparel shops in Canada 

■ Live Wire, women's sports apparel and 
athletic footwear shops in Australia. 

The high sales per square foot of these 
formats contributed to Kinney's high 
profit margin and return on investment. 
With 340 new stores scheduled to be 
opened in 1986, Kinney plans to acceler¬ 
ate its growth and market penetration in 
the years to come. 


CFiingron I. Amlerson 
Kinney Shoe Corporation 

P‘rr$ilSf , rrI n wrf [ hff i 

A r/i ii.V’iv i ViVi t'r 
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Rlchman Brothers 


R 


ichman Brothers Compa¬ 
ny's 1985 operating income 
was slightly higher than 
the record earnings of 
1984 even though clothing 
industry profits generally 
were dampened by lackluster sales and 
heavy competition. Sales at the Anderson- 
Little and Richman specialty stores 
reflected good gains in ladieswear and 
men's furnishings such as sweaters and 
casual slacks. Sales of men’s tailored 
clothing, however, including suits, sport¬ 
coats, and other big-ticket items, mir¬ 
rored the prevailing soft market 
conditions in 1985. 

Ladieswear at Anderson-Little per¬ 
formed very well in 1985, registering a 
comparable-store sales increase of 13%. 
Richman has introduced ladieswear into 
some of its Richman stores and in 1986 
will make this merchandise available in an 
additional 50 stores. 


H. Gaudreau 
tlio Richman Brothers 
Company 

P?#&id£tot mid C kL't 
Em utm Officer 
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Woolwortfi 

Canada and Germany 



/i i tiuM at . astiffl ipfiftwL 



n Canada, the major 
emphasis in 1985 was on 
the expansion of specialty 
store formats, including 
Activeworld, Kids Mart, 
and Afterthoughts. Fifty- 
five new specialty stores are planned 
for 1986. 

Customer response to Afterthoughts 
has been particularly encouraging. The 
combination of costume jewelry, hand¬ 
bags, fashion accessories, and warm 
decor has met with enthusiastic customer 
acceptance. 

Woolworth Canada expanded further 
into specialty retailing in 1985 with the 
acquisition of 73 Robinson's stores selling 
apparel and other merchandise. These 
stores are located in smaller towns in 
Western Canada. 

In addition to the Robinson's stores 
acquired outright, an additional 11 units 
were added through the franchise route. 
Franchise stores are operated by individ¬ 
ual store owners under the Robinson's 
name. The Canadian company supervises 
these operations and supplies all mer¬ 
chandise. Franchising is one of the fastest 
growing segments of the retail industry 
in Canada today. 

The Canadian general merchandise 
operations continued at a brisk pace in 
1985. The year witnessed the refurbish¬ 
ing of 19 Woolworth and 13 Woolco stores, 
with 22 Woolworth and 16 Woolco stores 
scheduled for refurbishing in 1986. One 
new Woolworth store and one new Woolco 
store will be opened in 1986. 


Robert L White!! 

F W Wool w. nr Eh Co. 

Limited 

Cartiiite 

Fn idcnt Mawfljprn 
ihrntm 



Woolworth Germany’s 224 general 
merchandise stores, located in most of 
the country's major markets, again out¬ 
performed other major retailers in 1985 
although results fell somewhat short of 
expectations. Despite two consecutive 
years of economic growth, business activ¬ 
ity was heavily concentrated in exports 
and consumer spending remained sluggish 
due to continued high unemployment. 

In 1985 the German company introduced 
a new specialty format, Fun & Fashion, 
featuring high-style apparel for men 
and women. The first store opened on 
the most fashionable shopping street in 
Heidelberg. Two Fun & Fashion stores 
are planned for 1986. 

Four Mini-Shops were opened in 1985, 
bringing the total to 12. These specialty 
stores, which cater to local needs, 
are located in small towns, some of which 
are resorts. Another five are planned 
for 1986. 


Petal E. Eltegast 
F.W, Woolworth Co- 
Gm.tj.H 

Germany 

S himiffTrik I Jj mTri i 
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Little Folk Shop/Kids Mart 

s 

ince its acquisition by 

F.W. WoolworthCo. in 
August of 1983, this 
chiidrenswear specialty 
store chain has grown 
from 102 stores generat- 

and strip centers. The companion 

Little Folk division, with 15 stores primar¬ 
ily in major malls, also sells brand-name 
infants' and childrens sports apparel. 

Spurring the chain's rapid expansion is 
the current baby boom which is expected 


ing $33 million in sales to 211 stores that 
last year generated $101 million in sales. 

The Kids Mart division with 196 stores 
offers off-price, brand-name and private- 
label infants' apparel and childrens 
sportswear primarily in neighborhood 


to peak with 3.9 million births in the early 
1990s and remain stable until about 1995. 
The current boom differs from the prior 
peak of 4.3 million births in 1957, in that 
there are now twice as many first-born as 
in 1957. Statistics show that parents 
spend 130% more for clothing on their 
first child. There are also more grandpar¬ 
ents, major buyers of chiidrenswear, than 
ever before. 

Equally significant, customers are 
insisting on better-quality, better-value, 
brand-name apparel. Capitalizing on 
these trends, management is committed 
to making Kids Mart the dominant 
chiidrenswear specialty store retailer in 
the United States, and will open 50 new 
units in 1986. 


rtf 
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Walter Pud res 
Holman * Utile Folk 
' hnp, Inc. 

Pmi&tU iintiChti t 
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Community Involvement 


w 


oolworth’s strong 
commitment to public 
service was manifested 
during the year through a 
variety of projects. These 
included the distribution 
of substantial amounts of new clothing 
to charitable organizations in the Atlanta 
area, needy youngsters in Fall River, 
Massachusetts, and flood victims in the 
New Orleans and San Juan, Puerto Rico 
areas. The Woolworth family of stores 
also joined in a nationwide effort last year 
to help locate missing children by posting 
their photographs in all of its U. S. stores 
and other facilities. 

In Atlanta, two dozen charitable organi¬ 
zations helped distribute $300,000 of 
wearing apparel and other soft goods 
furnished by Woolworth to thousands of 
families in the city and surrounding com¬ 
munities. Atlanta Mayor Andrew Young 
captured the essence of the Woolworth 
Company's concern for the well-being of 


the communities it serves in a letter to 
John W. Lynn, Woolworth Chairman and 
Chief Executive Officer. “It has always 
been my belief that responsible corporate 
leaders are essential to running a great 
city, ” Mayor Young wrote. 

The Fall River contribution consisted 
entirely of $263,000 of boys' clothing 
donated by the Anderson-Little chain. 
Officials of the United Way of Greater Fall 
River, which handled the distribution to 
needy youngsters just before the Easter 
holiday, proclaimed the gift to be the larg¬ 
est in its 28-year history. 

In 1985, as in times past, Woolworth 
acted to help victims of natural disasters. 
In the spring, Louisiana flood victims 
received nearly $200,000 in children's 
summer clothing. Later in the year, the 
Company and its employees contributed 
over $20,000 for reconstruction following 
floods and landslides in Puerto Rico. Simi¬ 
larly, corporate office associates donated 
the $2,500 proceeds from the sale of 
flowers they planted in City Hall Park near 
Woolworth headquarters in New York for 
the relief of Mexican earthquake victims. 
Those victims also benefited from a con¬ 
tribution of 100 million pesos from 
Woolworth Mexicans. 
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Financial Statements 


Management's Report 

The integrity and objectivity of the financial statements and 
other financial information presented in this annual report are 
the responsibility of management of the Company. The finan¬ 
cial statements have been prepared in conformity with gen¬ 
erally accepted accounting principles and necessarily included 
amounts based on best estimates and judgment of management. 

The Company maintains internal accounting control systems 
and related policies and procedures designed to provide reason¬ 
able assurance that assets are safeguarded, that transactions 
are executed in accordance with management's authorization 
and properly recorded, and that accounting records may be 
relied upon for the preparation of financial statements and other 
financial information. The design, monitoring, and revision of 
internal accounting control systems involve, among other 
things, management's judgment with respect to the relative 
cost and expected benefits of specific control measures. The 


Company also maintains an internal auditing function winch 
evaluates and formally reports on the adequacy and effective¬ 
ness of internal accounting controls, policies, and procedures. 

The Company's financial statements have been examined by 
Price Waterhouse, the Company’s independent accountants, 
whose report below expresses their opinion with respect to the 
fairness of the presentation of the statements. 

The Audit Committee of the Board of Directors, which is 
composed solely of directors who are not officers or employees 
of the Company, meets regularly with corporate management, 
the Company’s internal auditors, and Price Waterhouse to 
review the activity of each and satisfy itself that each is properly 
discharging its responsibility. In addition, the Audit Committee 
meets regularly with Price Waterhouse, without management's 
presence, to discuss the examination of the financial statements 
as well as other auditing and financial reporting matters. 



John W. Lynn William K. Lavin 

Chairman of the Board and Senior Vice President-Finance 

Chief Execu live Officer and Ch ief Financial 0fficer 


Report of Independent Accountants 

153 East 53rd Street 
New York, New York 


Ifo'a' i ia/prfiMisi* 


March 6, 1986 

To the Board of Directors and Shareholders of F. W. Woolworth Co. 

In our opinion, the accompanying consolidated balance sheet and the related consolidated statements of income, of changes in share¬ 
holders' equity and of changes in financial position present fairly the financial position of F. W. Woolworth Co. and its consolidated 
subsidiaries at January 31, 1986, 1985 and 1984, and the results of their operations and the changes in their financial position for the 
years then ended, in conformity with generally accepted accounting principles consistently applied. Our examinations of these state¬ 
ments were made in accordance with generally accepted auditing standards and accordingly included such tests of the accounting 
records and such other auditing procedures as we considered necessary in the circumstances. 
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Summary of Significant Accounting Policies 

Consolidation —The consolidated financial statements include 
the accounts of the Company and all wholly owned domestic and 
foreign subsidiaries. All subsidiaries' results are based on fiscal 
years ending January 31, except for the German and Australian 
subsidiaries whose fiscal years end December 31. 

Earnings per Share —Primary earnings per share is computed 
on the basis of the weighted average number of shares out¬ 
standing giving effect to dilutive stock options. Fully diluted 
earnings per share gives effect to the assumed conversion of 
convertible preferred stock and the effect of dilutive 
stock options. 

Foreign Currency Translation —In accordance with Statement 
of Financial Accounting Standard No. 52, all assets and liabilities 
have been translated at the exchange rates prevailing at the 
respective balance sheet dates, and all income statement items 
have been translated using the weighted average exchange 
rates during the respective years. The gains and losses result¬ 
ing from translating assets and liabilities at current rates are 
reported in shareholders’ equity. Gains and losses from foreign 
currency transactions are reported in income. 

Merchandise Inventories —Inventories are valued at the lower 
of cost or market using the retail method for merchandise in 
stores and warehouses. Cost is determined on the last-in, first- 
out (LIFO) basis for most domestic inventories, and the first-in, 
first-out (FIFO) basis for foreign inventories. 

Properties —Significant additions and improvements to proper¬ 
ties are capitalized; maintenance and repairs are charged to 
current operations as incurred. 


Depreciation and Amortization —Owned buildings and equipment 
are depreciated on a straight-line basis over the estimated use¬ 
ful lives of the assets. The principal annual rates of depreciation 
are 2% to 3% for buildings and 7% to 33% for furniture, fix¬ 
tures, and equipment. Leased properties under capital leases 
and improvements to leased premises are amortized on a 
straight-line basis over the lesser of the life of the asset or the 
term of the lease. 

Store Preopening Costs —Store preopening costs are charged 
to expense in the year incurred. 

Income Taxes —United States investment tax credits are ac¬ 
counted for under the “flow-through” method and are thus 
applied as a reduction of income tax expense for the period in 
which expenditures create the tax benefit. 

Leases on Closed Facilities —Estimated future costs of leases 
on closed facilities are recognized in the period in which the 
determination to close is made. These costs represent the 
present value of expenditures for rents, real estate taxes, 
and other occupancy costs, reduced by the present value of 
estimated income from subtenant leases. 

Discontinued Operations —In 1982 the Company discontinued 
its U.S. Woolco operations and sold its 52.6% interest in its 
British subsidiary. These businesses have been accounted for 
as discontinued operations since September 24, 1982 and 
October 31, 1982, respectively. 
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Consolidated Statement of Income 

F.W. Woolworth Co, 


For the fiscal years ended January 31, 1986, 1985, and 1984 


(in millions except per share amounts) 

1985 

1984 

1983 

Revenues 




Sales, including sales from leased departments of $253, $252, and $242 

$5,958 

$5,737 

$5,456 

Other income 

32 

26 

26 


5,990 

5,763 

5,482 

Costs and Expenses 




Costs of sales 

3,952 

3,853 

3,679 

Selling, general, and administrative expenses 

1,545 

1,472 

1,411 

Depreciation and amortization 

111 

105 

100 

Interest expense 

68 

82 

85 


5,676 

5,512 

5,275 

Income before Income Taxes 

314 

251 

207 

Income taxes 

137 

110 

89 

Net Income 

$ 177 

$ 141 

$ 118 

Net Income Per Common Share 

$ 5.50 

$ 4.45 

$ 3.72 


See Summary of Significant Accounting Policies on page 17 and Financial Review on pages 25 to 32. 
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Consolidated Balance Sheet 

F.W. Woo I worth Co, 


January 31, 1986, 1985, and 1984 (in millions) 

1985 

1984 

1983 

ASSETS 




Current Assets 




Cash, and short-term investments of $115, $95, and $134 

$ 143 

$ 119 

$ 167 

Merchandise inventories 

1,264 

1,108 

1,042 

Other current assets 

114 

108 

100 


1,521 

1,335 

1,309 

Owned Properties, less depreciation and amortization 

838 

767 

778 

Leased Properties under Capital Leases, less amortization 

90 

100 

112 

Deferred Charges and Other Assets 

86 

82 

76 

Deferred Tax Benefit 

— 

27 

89 


$2,535 

$2,311 

$2,364 

LIABILITIES AND SHAREHOLDERS' EQUITY 




Current Liabilities 




Accounts payable 

$ 454 

$ 375 

$ 315 

Accrued liabilities 

262 

235 

233 

Income taxes 

59 

24 

29 

Current portion of reserve for discontinued operations 

26 

33 

52 

Dividends payable 

16 

15 

14 

Current portion of long-term debt and obligations under capital leases 

14 

50 

72 


831 

732 

715 

Long-Term Debt 

245 

250 

300 

Long-Term Obligations under Capital Leases 

111 

122 

135 

Other Liabilities 

74 

69 

58 

Deferred Taxes 

30 

30 

33 

Reserve for Discontinued Operations 

21 

57 

93 

Shareholders’ Equity 

1,223 

1,051 

1,030 


$2,535 

$2,311 

$2,364 


See Summary of Significant Accounting Policies on page 17 and Financial Review on pages 25 to 32. 
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Consolidated Statement of Changes in Shareholders’ Equity 

F.W. Wool worth Co. 

For the fiscal years ended January 31 r 1986, 1985, and 1984 







(shares in thousands, amounts in millions) 


1985 


1984 


1983 


Shares 

Amount 

Shares 

Amount 

Shares 

Amount 

Preferred Stock 







Par value $1 per share, $2.20 Series A Convertible Preferred at stated 







value S4.73V3 per share, 7 million shares authorized 







Outstanding at beginning of year 

513 

$ 2 

555 

$ 2 

719 

$ 3 

Converted during year 

(122) 

— 

(42) 

— 

(164) 

(1) 

Outstanding at end of year 

391 

2 

513 

2 

555 

2 

Common Stock and Paid-In Capital 







Par value $3.33V3 per share, 120 million shares authorized 







Issued at beginning of year 

31,668 

115 

31,517 

113 

30,809 

103 

Issued upon conversion of preferred shares 

173 

— 

59 

— 

234 

1 

Issued under stock option and purchase plans 

401 

12 

92 

2 

474 

8 

Tax benefits related to stock option and purchase plans 


1 


— 


1 

Issued at end of year 

32,242 

128 

31,668 

115 

31,517 

113 

Common stock in treasury at beginning of year 

(200) 

(6) 

(28) 

(1) 

(184) 

(4) 

Acquired at cost 

(19) 

(1) 

(336) 

(10) 

(35) 

(1) 

Issued under stock option and purchase plans 

22 

1 

164 

5 

191 

4 

Common stock in treasury at end of year 

(197) 

(6) 

(200) 

(6) 

(28) 

(1) 

Common stock and paid-in capital outstanding at end of year 

32,045 

122 

31,468 

109 

31,489 

112 

Retained Earnings 







Balance at beginning of year 


1,069 


986 


927 

Net income 


177 


141 


118 

Cash dividends declared 







Preferred stock 


(1) 


(1) 


0) 

Common stock 


(64) 


(57) 


(57) 

Stock option and purchase plan transactions, net 


— 


— 


0) 

Balance at end of year 


1,181 


1,069 


986 

Shareholders' Equity before Foreign Currency Translation Adjustment 


1,305 


1,180 


1,100 

Foreign Currency Translation Adjustment 







Balance at beginning of year 


(129) 


(70) 


(30) 

Effect of fluctuations in foreign currency translation rates 


47 


(59) 


(40) 

Balance at end of year 


(82) 


(129) 


(70) 

Total Shareholders’ Equity 


$1,223 


$1,051 


$1,030 


See Summary of Significant Accounting Policies on page 17 and Financial Review on pages 25 to 32. 




































21 


Consolidated Statement of Changes in Financial Position 

F,W, Woolworth Co. 

For the fiscal years ended January 31, 1986, 1985, and 1984 (in millions) 

1985 

1984 

1983 

Financial Resources Were Generated from: 




Net income 

$ 177 

$ 141 

$ 118 

Non-cash items 




Depreciation and amortization 

111 

105 

100 

Utilization of deferred tax benefit 

27 

62 

44 

Total financial resources generated from operations 

315 

308 

262 

Proceeds from issuance of common stock 

13 

7 

12 

Sales of properties 

22 

12 

13 

Other 

2 

6 

1 

Total Financial Resources Generated 

352 

333 

288 


Financial Resources Were Used for: 

Increases (decreases) in working capital requirements (excluding cash and borrowings) 


Changes in inventory 

153 

62 

3 

Changes in other current assets and liabilities 

(136) 

(48) 

(39) 

Additions to owned properties and those under capital leases 

152 

130 

103 

Cash dividends 

65 

58 

58 

Purchase of treasury stock 

1 

10 

1 

Cost of acquisitions 

4 

7 

28 

Total Financial Resources Used 

239 

219 

154 

Foreign Currency Translation Adjustment 

6 

(21) 

(9) 

Net Financial Resources Generated from Continuing Operations 

119 

93 

125 

Net Financial Resources (Required) for Discontinued Operations 

(43) 

(55) 

(169) 

Net Financial Resources Generated (Required) 

$ 76 

$ 38 

$ (44) 

Uses (Sources) of Additional Resources 




Increase (decrease) in cash and short-term investments 

$ 24 

$ (48) 

$ (93) 

Decrease in long-term debt and capital lease obligations 

52 

86 

49 


$ 76 

$ 38 

$ (44) 


See Summary of Significant Accounting Policies on page 17 and Financial Review on pages 25 to 32. 
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Management's Discussion of 
Operating R jits and 
Financial Condition 


Return on Equity 


17.1% 



1982 1983 1984 1985 


F 


or F.W. Woolworth Co., 1985 was a year of 
significant financial improvement. Net income 
for the year rose to $177 million, from $141 
million in 1984, and $118 million in 1983. These 
earnings, combined with a strong year end 
financial position, enabled the Company to 
achieve its key three to five-year financial objectives in three 
years. The attainment of these objectives is the result of imple¬ 
menting the Company's strategic priorities through restructur¬ 
ing, reallocation, and expansion programs. The following table 
illustrates the progress made toward achieving these objectives: 


_ _ Objective 1985 

After-tax return on beginning 
common equity (ROE) 16% 17.1 

After-tax return on average 

investment (ROI)11% 11.0 


1984 

1983 

1982 

13.9 

12.1 

8.9 

9.5 

8.1 

7.4 


ROE is the amount of net income available to common share¬ 
holders for each dollar of common shareholders’ equity. ROI 
is the amount of net income earned by each dollar of assets 
invested during the year, and is the product of its two compo¬ 
nents: return on sales and investment turnover. Return on sales 
is the amount of after-tax income (before interest on debt and 
operating leases) earned by each dollar of sales. Investment 
turnover is the amount of sales generated by each dollar of 
average investment (total assets plus the net book value of 
operating leases less non-interest-bearing current liabilities). 


Return on Investment 


11 . 0 % 



1982 1983 1984 1985 


Operating Income 

M General Merchandise ■ Specialty 
In millions $409 


$308 



1982 1983 



1984 1985 
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The following table shows the calculation of ROE and ROI, and 
demonstrates that the improvement in ROI since 1982 is due 
to both enhanced productivity (return on sales) and better asset 
utilization (investment turnover); 




1985 


1984 


1983 

1982 

Return on 

176 

17.12 

_ I4U 

13.93 

117 

12.10 

80 -*CM 

equity 

1,028 “ 

1,005 

967 

o. 94 
895 

Return on 
investment 

270 _ 
2,465“ 

10.95 

236 

2,470 “ 

9.54 

213 

2,618 _ 

8.14 

, if-7.38 
2,534 

Return on 
sales 

270 _ 
5,958 “ 

4.53 

236 

5,737 

4.11 

213 

5,456 

3.90 

187 ,3.65 

5,124 

Investment 

turnover 

5,958 

2,465“ 

2.42 

5,737 
2,475 “ 

2.32 

5,456 
2,618 “ 

2.08 

^^ = 2.02 
2,534 


The implementation of the strategic priorities exemplifies 
management's intention to channel the Company's resources 
into those operations which will maximize the value of our 
shareholders' investment through higher operating margins, 
higher operating income per square foot of selling area, and 
higher sales per square foot of selling area* The following high- 


lights the positive financial impact 

of these programs since 

1982: 

Operating income as a percentage of sales 

1985 

1984 

1983 

1982 

Specialty operations 

10.4% 

8.8 

7.9 

7.0 

Genera] merchandise operations 

5.0% 

4.8 

4.6 

4.2 

Consolidated operations 

6.9% 

6.2 

5.6 

5.0 

Operating income per square foot 

Specialty operations 

$24.1 

17.4 

14.1 

11.6 

General merchandise operations 

$ 5.2 

4.9 

4.6 

4.0 

Consolidated operations 

$ 8.5 

7.3 

6.4 

5.3 

Sales per square foot 

Specialty operations 

$ 232 

198 

179 

166 

General merchandise operations 

$ 103 

101 

100 

95 

Consolidated operations 

$ 126 

120 

114 

108 


As these tables indicate, operating income as a percentage of 
sales, operating income per square foot, and sales per square 


foot have increased steadily since 1982 in both the general mer¬ 
chandise and specialty operations of the Company. Improve¬ 
ments have been greater for specialty operations than for 
general merchandise operations. 

F. W. Woolworth Co. is a multinational corporation generating 
approximately 40% of its sales outside the U.S. Therefore, the 
strength of the U.S. dollar relative to the currencies of the 
foreign countries in which the Company operates has a major 
impact on consolidated operating results. Over the past 
five years, the relative strength of the U.S. dollar adversely 
affected consolidated earnings. For a more detailed analysis 
of the effect of foreign currency translation on the Company, 
see the Financial Review section of this Annual Report. 

Another significant factor affecting 1985 reported earnings is 
the Company's inventory valuation method. The Company uses 
the retail method to value its merchandise inventories. Cost is 
determined on the FIFO basis for foreign inventories and on the 
LIFO basis for most domestic inventories. Included in costs of 
sales was a LIFO credit of $11 million in 1985 compared with a 
LIFO credit of $2 million in 1984, a nominal LIFO credit in 1983, 
and a $5 million LIFO charge in 1982. 

During the past three years declining interest expense has 
also contributed to the Company’s improved profitability. Inter¬ 
est expense was $68 million in 1985, $82 million in 1984, and $85 
million in 1983. The reduction in interest expense in 1985 and 


Operating Income as a Percentage of Sales 
■ General Merchandise ■ Specialty 

10,4% 



1982 


1983 


1984 


1985 
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1984 was due to a reduction in both long-term debt and imputed 
interest related to the reserve for discontinued operations. 
During 1984, however, this reduction was offset by an increase 
in interest on short-term debt due to increased average short¬ 
term borrowings and higher short-term interest rates. The 
following table provides additional information regarding debt 
and interest rates: 



1985 

1984 

1983 

Weighted average interest rate during year 
Short-term debt 

9 . 6 % 

11.0 

9.6 

Long-term debt 

8 . 5 % 

10.2 

10.3 

Total debt 

9 . 1 % 

10.5 

10.1 

Short-term debt 

Outstanding balance during year 

Low 

High 

$ — 
$441 

389 

293 

Weighted average 

$278 

228 

170 


The changes in the weighted average interest rate on total 
debt during the past three years resulted from the combined 
effect of the changes in the short-term and long-term weighted 
average interest rates. The Company generally uses short¬ 
term debt to finance its seasonal working capital requirements. 
The cost of such short-term financing is dependent upon market 
interest rates prevailing at the time of issuance. As the table 
above indicates, the Company experienced lower short-term 
borrowing rates in 1985 and 1983 than in 1984, reflecting the 
more favorable market conditions in those years. The reduction 
in long-term weighted average interest rates, however, was due 
principally to a significant reduction in higher-priced long-term 
debt during the past three years. 

The reduction in long-term debt also improved the Company’s 
capital structure, even though operating leases have increas¬ 
ingly been used to finance expansion. The following table ana¬ 
lyzes the components of the Company’s capital structure: 

As of January 31, _ 1986 _1985_1984_ 1983 

Long-term debt 
and capital lease 


obligations 

$ 370 

15 % $ 422 

18% 

$ 507 

21% $ 548 

23% 

Present value of 
operating lease 
commitments 

933 

37 

90? 

38 

883 

36 

876 

36 

Shareholders' 

equity 

1,223 

48 

1,051 

44 

1,030 

43 

999 

41 


Total 

capitalization $ 2,526 100 % $2,380 100% $2,420 100% $2,423 100% 


The Company’s debt/capitalization ratio has declined to 52% 
on January 31, 1986, from 56% on January 31, 1985, 57% on 
January 31, 1984, and 59% on January 31, 1983. Two major 
factors contributed to this change: shareholders’ equity has 
increased while debt has decreased. Since the beginning of 
1983, total shareholders' equity increased $224 million, due 
primarily to the Company's improved profitability, as evidenced 
by the $254 million increase in retained earnings. The effect, 
however, of translating foreign net assets into U.S. dollars 
reduced shareholders’ equity by $52 million during this same 
period. 

Total funds generated from operations during the past three 
years exceeded those used for working capital, expansion, and 
dividends. As a result, the Company did not require additional 
external long-term financing during this period. Based on cur¬ 
rent plans for 1986, which include additions to owned properties 
of $200 million, management believes that expansion will again 
be financed through internally generated funds. 

In recognition of the Company’s improved financial posture, 
Moody’s Investors Service and Standard & Poor’s upgraded 
their ratings on the Company’s long-term debt in October 1985 
to A3 and BBB +, respectively. This upgrade enhances man¬ 
agement's ability to obtain lower-cost financing. Two other 
indicators of the Company’s improved financial posture since 
1982 are summarized in the following table: 

_ 1985 1984 1983 1982 

Financial resources generated 

from operations $315 308 262 211 

Working capital _ $690 603 594 647 

The Company meets seasonal working capital requirements 
by the issuance of commercial paper and bankers acceptances, 
and the use of short-term bank lines of credit. Lines of credit 
available at January 31, 1986, totaled $487 million. Depending on 
market conditions, the Company may utilize other sources of 
financing, either long-term or short-term. 

For a more detailed analysis of operating results and financial 
condition see the Financial Review beginning on the following 
page. For the required information on the effects of inflation on 
the Company, see page 33. 
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Financial Review 


The following financial review encompasses all major areas of 
the Company's operations and financial position. Segment infor¬ 
mation is organized by management responsibility and geo¬ 
graphic area. Other specialty operations include Little Folk 
Shop since its acquisition in 1983; The Rx Place since its forma¬ 
tion in 1985; and *J. Brannam stores which were dosed 
during 1985. 

Sales 


An analysis of sales contribution by management responsibility 
and geographic area follows: 


(in millions) 

1985 

1984 

1983 

1982 

1981 

Domestic: 






Wool worth 

$ 1,943 

$1,906 

$1,821 

$1,707 

$1,686 

Kinney 

1,312 

T 160 

1,016 

910 

838 

Richman 

254 

249 

222 

198 

186 

Other specialty operations 

141 

155 

104 

85 

57 

Intersegment sales 

( 2 ) 

(2) 

- 

- 

- 

Total domestic 

3,648 

3,468 

3.163 

2,900 

2,767 

% change from prior year 

5.2 

9.6 

9.1 

4.8 

4.1 

Foreign: 






Woolworth Canada 

1,446 

1.439 

1,408 

1,350 

1,394 

Woolworth Germany 

Kinney: Canada and 

659 

637 

703 

717 

762 

Australia 

274 

259 

248 

222 

222 

Intersegment sales 

( 69 ) 

(66) 

(66) 

(65) 

(70) 

Total foreign 

2,310 

2,269 

2.293 

2,224 

2,308 

% change from prior year 

1.8 

(1.0) 

3.1 

(3.6) 

(5.5) 

Total sales 

$ 5,958 

$5,737 

$5,456 

$5,124 

$5,075 

% change from prior year 

3.9 

5.2 

6.5 

1.0 

(0.5) 


In 1985 sales increased 3.9% over the prior-year level. Do¬ 
mestic sales increased 5.2% and foreign sales increased 1,8%. 
Strengthening of the ITS. dollar in relation to currencies of 
certain foreign countries in which the Company operates 
reduced the increase in foreign sales expressed in U.S. dollars. 
If foreign sales had been translated at the 1984 translation 
rates, 1985 foreign sales would have increased 6.1%, and total 
sales, 5,5%. For further information on sales, sales per square 
foot, and operating income in local currency, see page 5. 


Net Income 


An analysis of income by management responsibility and geo¬ 
graphic area follows: 


(in millions) 

1985 

1984 

1983 

1982 

1981 

Income before unallocated items 

Domestic: 

Woolworth 

$103 

$ 95 

$ 78 

$ 66 

$ 73 

Kinney 

163 

134 

102 

88 

83 

Richman 

16 

15 

10 

4 

(5) 

Other specialty operations 

1 

(9) 

(6) 

(5) 

(4) 

Total domestic 

283 

235 

184 

153 

147 

Foreign: 

Woolworth Canada 

69 

64 

60 

52 

50 

Woolworth Germany 

31 

34 

45 

40 

57 

Kinney: Canada and 

Australia 

26 

21 

19 

12 

18 

Total foreign 

126 

119 

124 

104 

125 

Total operating income 

409 

354 

308 

257 

272 

Unallocated items 

Corporate expense 

( 25 ) 

08) 

(12) 

(19) 

(6) 

Service charges on 

receivables sold 

( 2 ) 

(3) 

(4) 

(6) 

(7) 

Interest expense 

( 68 ) 

(82) 

(85) 

(98) 

(103) 

Income taxes 

( 137 ) 

(110) 

(89) 

(53) 

(87) 

Gain on sale of Mexican 

shares 

— 

— 

— 

— 

22 

Equity in net income of 

Mexican subsidiary 

— 

- 

— 

1 

6 


( 232 ) 

(213) 

090) 

(175) 

(175) 

Net income from continuing 

operations 

$177 

$141 

$118 

$ 82 

$ 97 


Operating income increased 16% in 1985 from the 1984 level 
and 15% in 1984 from the 1983 level. Both general merchandise 
and specialty operations contributed to the improvement. 
Domestic operating income in 1985 increased 20% from the 
1984 level, and 1984 domestic operating income rose 28% from 
the 1983 level. 
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Financial Review 


Foreign operating income rose 6% in 1985 from the 1984 level 
and declined 4 % in 1984 from the 1983 level. Both years' results 
were affected by the decline in value of foreign currencies 
relative to the U.S. dollar. If both years had been translated at 
rates in effect for the previous year, 1985 foreign operating 
income would have increased 11% from the 1984 level and 1984 
foreign operating income would have increased 3% from the 
1983 level. 

Following are the weighted average foreign exchange rates 
used to translate foreign operating results into U.S. dollars: 



1985 

1984 

1983 

1982 

1981 

Canada 

,7283 

.7673 

.8099 

.8983 

.8349 

% change from prior year 

( 5 . 1 ) 

(5.3) 

0.2 

(3.2) 

(2.1) 

Germany 

.3490 

.3491 

.3893 

.4117 

.4434 

% change from prior year 

— 

() 0.3) 

(5.4) 

(7. i) 

(18.9) 

Australia 

.6992 

.8782 

.9008 

1.0149 

1.1492 

% change from prior year 

( 20 . 4 ) 

(2.5) 

01.2) 

(IL7) 

0.6 

Ratios useful in analyzing 

results of operations are: 


(Percentage of sales) 

1985 

1984 

1983 

1982 

1981 

Costs of sales 

66,3 

67.2 

67.4 

67.7 

67.4 

Selling, general, and administra¬ 






tive expenses 

25.9 

25.7 

25.9 

26.5 

26.2 

Depreciation and amortization 

1.9 

1.8 

1.8 

1.9 

1.8 

Interest expense 

1.1 

1.4 

1.6 

1.9 

2.0 

Income taxes 

2.3 

1.9 

1.6 

1.0 

1.7 

Net income from continuing 






operations 

3,0 

2.5 

2.2 

1.6 

1.9 


Depreciation and Amortization 

Depreciation and amortization expense, attributable to owned 
properties and leased properties under capital leases, by man¬ 
agement responsibility and geographic area follows: 


(in millions) 

1985 

1984 

1983 

1982 

1981 

Domestic: 

Woolworth 

$ 32 

$ 29 

$ 28 

$28 

$26 

Kinney 

30 

28 

26 

25 

23 

Richman 

5 

4 

4 

4 

4 

Other specialty operations 

2 

3 

2 

2 

1 

Corporate 

4 

4 

3 

3 

3 

Total domestic 

73 

68 

63 

62 

. 57 

Foreign: 

Woolworth Canada 

19 

19 

18 

17 

17 

Woolworth Germany 

14 

13 

14 

14 

15 

Kinney; Canada and Australia 

5 

5 

5 

4 

3 

'total foreign 

38 

37 

37 

35 

35 

Total depreciation and amortization 

$111 

$105 

$100 

$97 

$92 


Interest Expense 


(in millions) 

1985 

1984 

1983 

Short-term debt 

$26 

$23 

$16 

Long-term debt 

22 

33 

37 

Interest capitalized 

— 

(1) 

(1) 

Total interest on debt 

48 

55 

52 

Imputed interest on capital lease obligations 
Imputed interest on reserve for discontinued 

14 

16 

17 

operations 

6 

11 

16 

Total interest expense 

$68 

$82 

$85 


Interest expense on short-term debt was reduced by inter¬ 
est income of $1 million in 1985 and $2 million in 1984. The 1985 
decrease in interest on long-term debt was primarily due to a 
significant reduction in long-term debt during 1985, The 1984 
increase in interest on short-term debt was due to increased 
average short-term borrowing levels and higher short-term 
interest rates. 

The reserve for discontinuance of the U.S. Woolco opera¬ 
tions was provided in 1982 at the discounted present value of 
estimated future net cash flows. Imputed interest on the 
reserve for discontinued operations represents amortization 
of this discount. 
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Taxes on Income 

The following presents the domestic and foreign components of 
pretax income: 


(in millions) 

1985 

1984 

1983 

United States 

$210 

$152 

$106 

Foreign 

104 

99 

101 

Total pretax income 

$314 

$251 

$207 

The income tax provision consists of: 




(in millions) 

1985 

1984 

1983 

Current: 




Federal 

$ 47 

$ - 

$ - 

State and local 

13 

- 

- 

Foreign 

49 

47 

39 

Total current tax provision 

109 

47 

39 

Deferred: 




Federal 

27 

54 

39 

State and local 

— 

8 

5 

Foreign 

1 

1 

6 

Total deferred tax provision 

28 

63 

50 

Total income tax provision 

$137 

$110 

$89 


Deferred taxes result principally from recognition in differ¬ 
ent periods, for accounting and tax purposes, of income and 
expenses attributable to the U.S. Woolco discontinuance, the 
use of accelerated depreciation, the accounting for capitalized 
leases, and foreign dividends. 

During 1985 the Company utilized the remaining $27 million 
of the deferred tax benefit related to the estimated loss on the 
discontinuance of the U.S. Woolco operations. The Company 
has available foreign tax credits, not recognized for financial 
reporting purposes, of $3 million which expire January 31, 1987, 
and $14 million which expire January 31, 1988. 

A reconciliation of the significant differences between the 
effective income tax rate and the federal statutory rate on pre¬ 
tax income follows: 



1985 

1984 

1983 

Statutory federal income tax rate 

46 . 0 % 

46.0% 

46.0% 

State and local income taxes 

2,3 

1.7 

1.3 

Investment and other tax credits, net of recapture 

( 2 . 4 ) 

(2.4) 

(3.7) 

Foreign income taxed at lower rates 

( 0 . 8 } 

(1.5) 

(0.4) 

Other items, net 

( 1 . 4 ) 

0.1 

(0.2) 

Effective income tax rate 

43 , 7 % 

43.9- b 

43.0% 


Provision has been made in the accompanying consolidated 
statement of income for additional income taxes applicable to 
dividends received or expected to be received from foreign sub¬ 
sidiaries. The amount of unremitted earnings of foreign subsid¬ 
iaries, on which no such tax is provided and which is considered 
to have been permanently reinvested in the subsidiaries, totaled 
$465 million at January 31, 1986. 


Retirement Plans 

Domestic and foreign companies have noncontributory retire¬ 
ment plans for qualified employees. Pension costs are deter¬ 
mined using accepted actuarial methods and assumptions, and 
include amortization of prior service costs and actuarial gains 
and losses generally over ten to forty-year periods. It is the 
Company's policy to fund its domestic plans in accordance with 
the provisions of the Employee Retirement Income Security 
Act of 1974. 

The total cost of retirement plans amounted to $10 million in 
1985, $11 million in 1984, and $14 million in 1983. Following are 
comparisons of accumulated plan benefits and plan net assets as 
of the latest actuarial valuations: 


As of January l r 

1985 

1984 

1983 

(in millions) 

Actuarial present value of accumulated plan benefits: 
Vested 

Nonvested 

$421 

27 

$375 

19 

$319 

19 


$448 

$394 

$338 

Net assets available for benefits 

Weighted average assumed rate of return 

$484 

8 . 7 % 

$429 

9.0% 

$397 

8.0% 


In 1985 certain of the Company's retirement plans were 
amended to comply with the Retirement Equity Act of 1984. In 
1984 certain of the Company's retirement plans were amended 
to increase prior service benefits for employees and current 
benefit payments to retirees. The effect of these plan amend¬ 
ments, and changes in actuarial assumptions, was to increase 
the actuarial present value of accumulated plan benefits by 
approximately $21 million at January 1, 1985, and $42 million 
at January 1, 1984. 

In addition to providing pension benefits, the Company and 
its subsidiaries provide contributory health care and life insur¬ 
ance benefits for certain domestic and foreign employees upon 
retirement. The cost of providing these benefits for retirees is 
accounted for on a cash basis and was $4 million in 1985 and 1984 


The Internal Revenue Service has completed its examina¬ 
tion of the Company's U.S. income tax returns for the fiscal 
years 1974 through 1979 and is currently examining the 
Company's tax returns for the fiscal years 1980 and 1981. 
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Financial Review 


Assets 


Total Assets 

Following is an analysis of total assets by management respon¬ 
sibility and geographic area: 


As of January 31, 

1986 

1985 

1984 

1983 

1982 

(in millions) 

Domestic; 






Woolworth 

$ 706 

$ 628 

$ 573 

$ 582 

$ 508 

Kinney 

520 

484 

432 

442 

412 

Richman 

123 

109 

84 

86 

88 

Other specialty operations 

48 

53 

43 

18 

29 

Corporate 

Domestic discontinued 

157 

106 

255 

375 

65 

operations, net 

— 

— 

— 

— 

368 

Total domestic 

1,554 

1,380 

1,387 

1,503 

1,470 

Foreign: 






Woolworth Canada 

454 

458 

485 

460 

468 

Woolworth Germany 

430 

374 

392 

423 

403 

Kinney: Canada and Australia 
Investment in British 

93 

95 

96 

99 

106 

subsidiary 

Investment in Mexican 

— 

- 

— 

— 

242 

subsidiary 

4 

4 

4 

4 

9 

Total foreign 

981 

931 

977 

986 

1,228 

Total assets 

$ 2,535 

82,311 

$2,364 

$2,489 

$2,698 


Included in Corporate assets are short-term investments of 
$77 million at January 31, 1986, $2 million at January 31, 1985, 
$86 million at January 31, 1984, and $178 million at January 31, 
1983, valued at cost, which approximates market value; and the 
deferred tax benefit of $27 million at January 31, 1985, $89 mil¬ 
lion at January 31, 1984, and $133 million at January 31, 1983. 


Merchandise Inventories 


As of January 31, 

1986 

1985 

L984 

(in millions) 

LIFO inventories 

FIFO inventories 

$ 695 
569 

$ 567 
541 

$ 486 
556 

Total merchandise inventories 

$ 1,264 

$1,108 

$1,042 

Excess of FIFO cost over stated LIFO cost 

$ 112 

$ 123 

$ 125 


Properties 

Owned properties and leased properties under capital leases at 
year end were as follows: 


As of January 31, 

1986 

1985 

1984 

(in millions) 




Land and buildings 




Owned 

$ 440 

$ 377 

$ 410 

Leased 

156 

169 

183 


596 

546 

593 

Furniture, fixtures, and equipment 




Owned 

510 

491 

470 

Leased 

21 

27 

35 


531 

518 

505 


1,127 

1,064 

1,098 

Less accumulated depreciation and amortization 

519 

493 

493 


608 

571 

605 

Buildings on leased ground, less amortization 

29 

26 

31 

Alterations to leased and owned buildings, 




less amortization 

291 

270 

254 

Total properties 

$ 928 

$ 867 

$ 890 


An analysis of net properties by management responsibility 
and geographic area follows: 


As of January 31, 

1986 

1985 

1984 

(in millions) 




Domestic: 




Woolworth 

$226 

$211 

$205 

Kinney 

232 

227 

218 

Richman 

33 

29 

25 

Other specialty operations 

9 

13 

13 

Corporate 

38 

37 

37 

Total domestic 

538 

517 

498 

Foreign: 




Woolworth Canada 

130 

135 

148 

Woolworth Germany 

232 

187 

215 

Kinney: Canada and Australia 

28 

28 

29 

Total foreign 

390 

350 

392 

Total properties 

$928 

$867 

$890 
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Capital expenditures for owned properties and additions to 
leased properties under capital leases, by management respon¬ 
sibility and geographic area, during the past five years are: 


(in millions) 

1985 

1984 

1933 

1982 

1981 

Domestic: 

Woolworth 

$ 49 

$ 37 

$ 26 

$ 16 

$ 19 

Kinney 

43 

41 

30 

42 

40 

Richman 

10 

7 

3 

4 

6 

Other specialty operations 

4 

2 

4 

4 

4 

Corporate 

5 

4 

3 

2 

5 

Total domestic 

111 

91 

66 

68 

74 

Foreign: 

Woolworth Canada 

21 

18 

18 

20 

23 

Woolworth Germany 

11 

14 

14 

20 

42 

Kinney: Canada and 

Australia 

9 

7 

5 

8 

8 

Total foreign 

41 

39 

37 

48 

73 

Total capital expenditures 

$152 

$130 

$103 

$116 

$147 


Additions attributable to properties under capital leases were 
$4 million in 1985, $5 million in 1984, $1 million in 1983, $8 million 
in 1982, and $7 million in 1981. Costs incurred for repairs and 
maintenance were $54 million in 1985, $53 million in 1984, $52 
million in 1983, and $50 million in 1982 and in 1981. 


Li3biiiti€S 


Accrued Liabilities 


As of January 31, 

1986 

1985 

1984 

(in millions) 




Compensation 

$ 90 

$ 83 

$ 76 

Taxes (other than income—principally 




withholding) 

61 

55 

52 

Other 

111 

97 

105 

Total accrued liabilities 

$262 

$235 

$233 


Long-Term Debt and Capital Lease Obligations 

Following is a summary of long-term debt and capital lease 
obligations: 


As of January 31, 

1886 

1985 

1984 

(in millions) 




7.375% sinking fund debentures payable 




through 1996 

$ 62 

$ 65 

$ 65 

9% sinking fund debentures payable through 1999 

117 

117 

117 

10% Canadian sinking fund debentures payable 




through 2003 

36 

39 

42 

5% to 13.5% mortgage obligations on real estate 




payable through 2007 

22 

16 

33 

15.75% to 17.37% term loans 

— 

— 

30 

Other 

8 

13 

13 

Total long-term debt 

245 

250 

300 

Capital lease obligations 

111 

122 

135 


$356 

$372 

$435 


The 7*375%, 9%, and 10% sinking fund debentures may be 
redeemed at the option of the Company, in whole or in part, at 
annually declining premiums, presently 2.2%, 3.7%, and 
6.4%, respectively. 

Unused lines of credit in support of commercial paper bor¬ 
rowings and short-term bank borrowings available to the Com¬ 
pany at January 31,1986, totaled $487 million. 

In accordance with informal agreements with certain banks, 
the Company paid commitment fees throughout the year of 
V4% on the outstanding domestic credit lines. 

Maturities and sinking fund requirements of long-term debt 
and minimum rental payments under capital leases in future 


periods are: 

Long-term 

Capital 


(in millions) 

debt 

leases 

Total 

1986 

$ 6 

$ 24 

$ 30 

1987 

14 

22 

36 

1988 

16 

20 

36 

1989 

16 

19 

35 

1990 

13 

17 

30 

Thereafter 

186 

157 

343 


251 

259 

510 

Less: Imputed interest 


120 

120 

Executory expenses 


20 

20 

Current portion 

6 

8 

14 


$245 

$m 

$356 


Aggregate minimum lease payments above have not been 
reduced by minimum sublease income of $3 million due in the 
future under noncancelable subleases. 
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Leases 

The Company is obligated under capital and operating leases for 
a major portion of its store properties and equipment. Some of 
the store leases contain purchase options or renewal options 
ranging from five to ten years. Management expects that in the 
ordinary course of business expiring leases will be renewed or 
replaced by leases on other premises. Certain leases provide for 
additional rental payments based on a percentage of store sales. 
Rental expense was: 


(in millions) 

1985 

1984 

1983 

Minimum rentals 

Contingent rent based on sales 

$265 

$237 

$227 

Operating leases 

34 

33 

28 

Capital leases 

8 

8 

7 

Sublease income 

(34) 

(33) 

(36) 

Total rental expense 

$273 

$245 

$226 


Minimum annual rents under noncancelable operating leases 
are: 


(in millions) 

1986 $ 217 

1987 208 

1988 196 

1989 182 

1990 162 

Thereafter 800 

Total operating lease commitments $1,765 


Present value of operating lease commitments $ 933 


Aggregate minimum annual rents above have not been 
reduced by minimum sublease income of $50 million due in the 
future under noncancelable subleases. 


Foreign Currency Translation Adjustment 

Shown below is an analysis, by foreign currency, of the transla¬ 
tion adjustment included in shareholders' equity: 


As of January 31, 

1986 

1985 

1984 

(in millions) 




Canada 

$(86) 

$ (66) 

$(46) 

Germany 

24 

(45) 

(7) 

Australia 

(6) 

(4) 

(3) 

Mexico 

(12) 

(12) 

(12) 

Other 

(2) 

(2) 

(2) 

Total foreign currency translation adjustment 

$(82) 

$(129) 

$(70) 


Discontinued Operations 

During 1982 the Company discontinued its U.S. Woolco opera¬ 
tions and sold its 52.6% interest in its British subsidiary. At 
January 31,1986, the Company had a reserve for discontinued 
operations of $47 million to cover property-related, personnel- 
related, and other costs. The estimated amount of this liability 
to be funded in 1986 is $26 million. 


Preferred Stock 

At January 31,1986, the 390,958 outstanding shares of the $2.20 
Series A Convertible Preferred Stock had a liquidation value of 
$18 million. The stock is cumulative, voting, and convertible at 
any time at the rate of 1.42 shares of common stock for each 
share of preferred stock, subject to anti-dilution provisions. The 
Company has reserved 555,160 shares of common stock for the 
conversion. At the option of the Company, the preferred stock 
is redeemable at $45.00 per share, subject to the holders’ rights 
to convert such shares into shares of common stock prior to the 
date fixed for redemption. 
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Market Prices 



1985 



1984 


High 

Low 

Close 

High 

Low 

Close 


Quarter 



Common Stock 



First 

44% 

39V4 

43 V4 

34% 

29% 

30% 

Second 

48 

41V© 

44 7 /s 

37'/2 

30% 

35% 

Third 

53 

437/8 

51% 

38 7 /s 

33% 

353/4 

Fourth 

623/4 

51% 

62 % 

43% 

35V4 

41 

Quarter 



Preferred Stock 



First 

62V2 

56 

6 IV 2 

48% 

42 V 2 

43% 

Second 

67 

59 7 /s 

66 3 /s 

52 Va 

45 

493A 

Third 

75 

63 

73V2 

54 V 4 

49 

51 

Fourth 

88 V 4 

73V4 

88 

60% 

50 V 2 

58 

Dividend Yields 


1985 

1984 

1983 

1982 

1981 

Dividends declared 







Common 


$ 2.00 

$1.80 

$1.80 

$1.80 

$1.80 

Preferred 


$ 2.20 

$2.20 

$2.20 

$2.20 

$2.20 

Dividend yield at year end 






Common 


3.2% 

4.4% 

5.3% 

7.5% 

10.4% 

Preferred 


2,5% 

3.8% 

4.6% 

6.8% 

9.1% 


Shareholder information 

F. W. Woolworth Co. common stock is listed on the New York 
Stock Exchange and traded on the New York, Boston, Cincin¬ 
nati, Midwest, Philadelphia, and Pacific Stock Exchanges. The 
Company's preferred stock is listed on the New York Stock 
Exchange and traded on the New York, Cincinnati, and Midwest 
Stock Exchanges. The Company's New York Stock Exchange 
ticker symbol is “Z.” 

Cash dividends have been paid to common shareholders 
every quarter since 1912. Dividends paid on common and pre¬ 
ferred shares in 1985 amounted to $64 million and $1 million, 
respectively. At January 31, 1986, 55,985 shareholders owned 
32,045,135 common shares; and 3,283 shareholders owned 
390,958 preferred shares. 


Common Stock Price Trends 

■ Woolworth Common Stock 

■ Dow Jones Industrial Average 
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Stock Option and Purchase Plans 

Under the terms of the 1982 Woolworth Stock Option Plan (the 
‘1982 Plan'), options may be granted to eligible officers and key 
employees to purchase up to 1,000,000 shares, in the aggregate, 
of the Company's common stock. Such options may be in¬ 
centive stock options subject to Section 422A of the Internal 
Revenue Code of 1954, as amended, or options not subject to 
said Section of said Code. Under the 1982 Plan, the purchase 
price for shares covered by an option may not be less than 100% 
of the fair market value of such shares on the date of grant of 
such option. No portion of any option may be exercised until one 
year from the date of its grant, at which time up to one-half of 
the option may be exercised, with the remainder of the option 
becoming exercisable two years from the date of grant. Unex¬ 
ercised options may not remain outstanding more than 10 years 
from the date of their grant. During the 1985 fiscal year, of the 
approximately 300 persons estimated to be eligible to receive 
options under the 1982 Plan, 174 persons were granted options. 
The power to grant options under the 1976 Woolworth Stock 
Option Plan (the ‘1976 Plan") expired in 1981. Certain options 
granted under the 1976 Plan, however, remain outstanding and 
exercisable. 

The 1976 Plan and the 1982 Plan were amended during the 
1985 fiscal year to extend, under certain circumstances and for 
up to two years, the period during which options granted under 
those plans may be exercised following an optionholder's retire¬ 
ment or other termination of employment for reasons other 
than cause. 

Under the terms of the 1985 Woolworth Employees' Stock 
Purchase Plan (the “1985 Purchase Plan”), participating 
employees may acquire annually, by the application of payroll 
deductions aggregating not more than 10% of their annual com¬ 


pensation, shares of the Company’s common stock. The price at 
which such shares are purchased is 85% of the lower fair market 
value for such shares on two specified dates in each plan year. A 
participant is limited to the acquisition in any year of that num¬ 
ber of full shares which have an aggregate fair market value of 
not more than $25,000. At January 31, 1986, approximately 
43,500 employees were eligible to participate in the 1985 Pur¬ 
chase Plan, and approximately 5,000 of those persons were 
participating. Under the 1985 Purchase Plan, up to 2,000,000 
shares of common stock are available for purchase. 

Of the 1,000,000 shares of common stock authorized for 
purchase under the 1981 Woolworth Employees’ Stock Pur¬ 
chase Plan (the “1981 Purchase Plan"), 838,426 shares had 
been purchased by participating employees prior to January 31, 
1986, of which 215,127 shares were purchased in 1985 by 
approximately 5,077 plan participants. The 1981 Purchase Plan 
was terminated upon shareholder approval of the 1985 Purchase 
Plan at the 1985 Annual Meeting. 

When common stock is issued under any of the above stock 
option or stock purchase plans, the proceeds from options exer¬ 
cised or shares purchased are credited to common stock to the 
extent of the par value of the shares issued, and the excess is 
credited to additional paid-in capital. When treasury common 
stock is used, the difference between the average cost of trea¬ 
sury stock used and the proceeds from options exercised or 
shares purchased is charged or credited, as appropriate, to 
additional paid-in capital or retained earnings. The tax benefits 
relating to amounts deductible for federal income tax purposes 
in excess of the amounts charged to income for financial report¬ 
ing purposes have been credited to additional paid-in capital. 


The information set forth in the following table covers options granted under the 1976 Plan and the 1982 Plan. 


For fiscal years ended 

January 31, 1986, 1985, 
and 1984 (in thousands 
except prices per share) 


1985 



1984 



1983 


Shares 

Range of 
Prices 
per Share 

Range of 
Expiration 
Dates 

Shares 

Range of 
Prices 
per Share 

Range of 
Expiration 
Dates 

Shares 

Range of 
Prices 
per Share 

Range of 
Expiration 
Dates 

Options outstanding at beginning 

558 

17 3/16- 

July 12,1986- 

452 

17 3/16- 

July 12, 1986- 

561 

17 3/16- 

July 11, 1983- 

of year 


38 1/8 

May 31,1994 


381/8 

October 11, 1993 


29 1/16 

August 10, 1992 

Options exercisable at beginning 

244 

17 3/16- 

July 12,1986- 

182 

18 5/8- 

July 12, 1986- 

396 

18 3/4- 

July 11, 1983- 

of year 


38 1/8 

October 11,1993 


29 1/16 

July 13, 1992 


29 1/16 

August 12, 1990 

Options granted during year 

197 

42 3/16 

February 13,1995 

217 

32 7/8- 

February 7, 1994- 

229 

25 3/4- 

February 8, 1993- 






34 13/16 

May 31, 1994 


381/8 

October 11, 1993 

Options exercised during year 

208 

17 3/16- 


92 

17 3/16- 


269 

17 3/16- 




37 1/16 



37 1/16 



291/16 


Options which expired or were 

11 

24 1/4- 


18 

17 3/16- 


69 

17 3/16- 


cancelled during year 


42 3/16 



33 7/8 



33 11/16 


Options outstanding at end of year 

536 

18 9/16- 

July 12,1986- 

558 

17 3/16- 

July 12, 1986- 

452 

17 3/16- 

July 12, 1986- 



42 3/16 

February 13,1995 


381/8 

May 31, 1994 


381/8 

Octoberll, 1993 

Options exercisable at end of year 

243 

18 9/16- 

July 12,1986- 

244 

17 3/16- 

July 12, 1986- 

182 

18 5/8- 

July 12, 1986- 



38 1/8 

February 8 r 1994 


38 1/8 

October 11, 1993 


291/16 

July 13, 1992 


Options available for future grant at 

end of year 283 466 665 
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Supplementary Information on 

Inflation Accounting and Changing Prices (Unaudited) 


Following is required supplemental unaudited information as pre¬ 
scribed by Statement of Financial Accounting Standard No. 33, 
“Financial Reporting and Changing Prices, ” as amended. This 
Statement requires that merchandise inventories, properties, 
and their related impacts on cost of sales and depreciation and 
amortization expense be adjusted to reflect current costs. All 
other components of net income are considered to be reflective 
of current costs and are not adjusted. The current cost method 
of inflation accounting requires the use of assumptions, approx¬ 
imations, and estimates. Management therefore cautions the 
reader as to the usefulness of this information. 

Under the current cost method, inventories have been valued 
at latest acquisition costs. Merchandise costs have been deter¬ 
mined based on the last-in, first-out method, which approximates 
current costs. Current costs of properties were based on the 
estimated cost to replace productive capacity. Current cost 
amounts and the increases or decreases therein for foreign opera¬ 
tions were first measured in the functional currency, and then 
translated into U. S. dollars in accordance with Statement of Finan¬ 
cial Accounting Standard No. 52. The effects of general inflation 
on current costs of foreign operations were measured after trans¬ 
lation, and based on the U. S. Consumer Price Index-All Urban 
Consumers (CPI-U), using the “translate-restate method." 

Net assets at year end, under the current cost method, reflect 
higher costs of inventories and properties. Current cost of inven¬ 
tories at January 31, 1986, was $1,380 million. The current cost 
of owned properties and leased properties under capital leases, 
net of depreciation and amortization, was $1,392 million. 

Statement No. 33 prohibits adjustments to income tax 
expense. As a result, the effective income tax rate, under cur¬ 
rent cost accounting, increases to 61% of pretax income from 
44% under historical cost accounting. 

The negative impact of inflation on income from continuing op¬ 
erations is partially offset by the gain from decline in purchasing 


power of net amounts owed. Most of the Company's assets are 
nonmonetary (inventories and properties), while most liabilities 
are monetary (payables and borrowings). The net monetary lia¬ 
bilities can be repaid with dollars of less purchasing power, there¬ 
by resulting in a “gain. ” 

As shown in the Five-Year Summary of Selected Financial 
Information, prior years' current cost information has been 
restated into 1985 dollars using the U.S. CPI-U. In addition, the 
Company's estimate of inflation in sales has been computed using 
inflation rates of general merchandise published by the Bureau 
of Labor Statistics (BLS) for domestic sales, coupled with local 
inflation indexes for foreign sales, which are more representa¬ 
tive than the CPI-U. 


1985 Consolidated Statement of Income 
Adjusted for Inflation 


In 

historical 

Current 

(in millions except per share amounts) 

dollars 

cost 

Sales and other income 

$5,990 

$5,990 

Costs and expenses 



Costs of sales 

3,952 

3,984 

Selling, general, and administrative expenses 

1,545 

1,545 

Depreciation and amortization 

111 

167 

Interest expense 

68 

68 


5,676 

5,764 

Income before income taxes 

314 

226 

Income taxes 

137 

137 

Net income 

$ 177 

$ 89 

Net income per common share 

$ 5.50 

$ 2.75 

Increase in general price level of inventory and property 


$ 101 

Less effect of increase in specific prices of inventory and 



property 


12 

Excess of increase in general price level over increase in 



specific prices 


$ 89 


Five-Year Summary of Selected Financial Information 


(in average 1985 dollars) 

1985 

1984 

1989 

1982 

1981 

Sales (in millions) 






CPI-U index 

$5,958 

$5,943 

$5,890 

$5,711 

$5,982 

BLS and foreign indexes 

Current cost information (in millions except per share amounts) 

5,958 

5,883 

5,715 

5,559 

5,823 

Income (loss) from continuing operations 

$ 89 

$ 60 

$ 40 

$ (30) 

$ (32) 

Income (loss) per common share from continuing operations 

2.75 

1.86 

1.23 

(1.06) 

(1.14) 

Purchasing power gain 

Excess of increase in general price level over increase in specific 

39 

35 

44 

49 

119 

prices of inventory and property 

89 

37 

— 

25 

88 

Translation adjustment 

53 

(84) 

(62) 

(46) 

(86) 

Net assets (equity) at year end 

1,803 

1,708 

1,795 

1,845 

2,435 

Net assets (equity) per common share at year end 

55.70 

54.28 

57.35 

59.11 

78.74 

Dividends per common share 

$ 2.00 

$ 1.86 

$ 1.94 

$ 2.01 

$ 2.12 

Market price per common share at fiscal year end 

61% 

4 l 7 /s 

35 7 /e 

26 V 2 

19% 

Average CPI-U index (1967 = 100) 

323.2 

312.0 

299,4 

290.0 

274.2 

Percent increase in CPI-U index 

3.6 

4.2 

3.2 

5.8 

10.1 

Percent increase in BLS and foreign indexes 

2.5 

2.1 

3.5 

5.6 

8.2 
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Quarterly Results (Unaudited) 


Quarter 


(in millions except per share amounts) 

First 

Second 

Third 

Fourth 

Year 

Sales 

1985 

$1,243 

$1,393 

$1,470 

$1,852 

$5,958 

1984 

1,214 

1,360 

1,404 

1,759 

5,737 

1983 

1,132 

1,277 

1,353 

1,694 

5,456 

1982 

1,081 

1,221 

1,248 

1,574 

5,124 


Operating income 


1985 

34 

74 

96 

205 

409 

1984 

28 

63 

82 

181 

354 

1983 

23 

55 

64 

166 

308 

1982 

9 

49 

57 

142 

257 


Net income (loss) 


1985 

6 

27 

38 

106 

177 

1984 

4 

19 

26 

92 

141 

1983 

1 

16 

20 

81 

118 

1982 

(5) 

3 

14 

70 

82 


Net income (loss) per share 


1985 

.17 

.84 

1.20 

3.29 

5.50 

1984 

.10 

.62 

.82 

2.91 

4.45 

1983 

.01 

.50 

.65 

2.56 

3.72 

1982 

(.18) 

.09 

.45 

2.27 

2.63 


Dividends declared 


1985 

.50 

.50 

.50 

.50 

2.00 

1984 

.45 

.45 

.45 

.45 

1.80 

1983 

.45 

.45 

.45 

.45 

1.80 

1982 

.45 

.45 

.45 

.45 

1.80 


The Company’s business is seasonal in nature. Traditional^, a greater proportion of annual sales and net income is generated in the 
fourth quarter. The 1982 information represents results from continuing operations. 


Quarterly Operating Income 
■ 1982 B1983 1984 01985 


In millions 


$205 
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Five-Year Summary of Selected Financial Data 

F.W Wgdi worth Co 


{in millions except per share amounts) 

1985 

1984 

1983 

1982 

1981 

Summary of Operations 

Sales 

$5,958 

$5,737 

$5,456 

$5,124 

$5,075 

Other income 

32 

26 

26 

33 

55 

Costs of sales 

3,952 

3,853 

3,679 

3,467 

3,420 

Selling, general, and administrative expenses 

1,545 

1,472 

1,411 

1,360 

1,331 

Depreciation and amortization 

111 

105 

100 

97 

92 

Interest expense 

68 

82 

85 

98 

103 

Income taxes 

137 

110 

89 

53 

87 

Net income from continuing operations 

177 

141 

118 

82 

97 

Dividend requirement of preferred stock 

(1) 

(1) 

(1) 

(2) 

(2) 

Net income from continuing operations applicable 

to common stock 

$ 176 

$ 140 

$ 117 

$ 80 

$ 95 

Per common share (from continuing operations) 
Primary 

$ 5.50 

$ 4.45 

$ 3.72 

$ 2.63 

$ 3.14 

Fully diluted 

5.44 

4.38 

3.67 

2.60 

3.08 

Dividends declared 

2.00 

1.80 

1.80 

1.80 

1.80 

Average common shares outstanding 

32.0 

31.5 

31.3 

30.4 

30.2 

Financial Condition 

Inventories 

$1,264 

$1,108 

$1,042 

$1,026 

$ 999 

Owned and leased properties under 
capital leases, net 

928 

867 

890 

927 

922 

Total assets 

2,535 

2,311 

2,364 

2,489 

2,698 

Short-term debt 

— 

— 

— 

— 

87 

Current portion of long-term debt and obligations 
under capital leases 

14 

50 

72 

32 

38 

Long-term debt and obligations under capital leases 

356 

372 

435 

516 

551 

Total shareholders' equity 

1,223 

1,051 

1,030 

999 

1,372 

Common shareholders' equity 

1,205 

1,028 

1,005 

967 

1,330 

Per common share 

37.61 

32.67 

31.93 

31.55 

43.84 
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Directors and Officers 

r.W. Wool worth Co. 


Board of Directors 


John W. Lynn l 
Chairman of the Board and 
Chief Executive Officer 

Harold E. Sells 
President and 
Chief Operating Officer 

John W. Adams l, 2, 3, 5 

Chairman 

Emco Limited 

(diversified manufacturer of 
ptumbing and petroleum, equipment) 

Helen Galland i, 2, 5 
President 

Helen Galland Associates 

(marketing and business consulting services) 

Jarobin Gilbert Jr. l, 3, 4 
Vice President 

National Broadcasting Company, Inc . 
(television and radio services) 


E M. Kirby l, 2, 3, 4 
Chairman of the Board 
Alleghany Corporation 
(asset management) 

Seymour H. Knox III l, 3, 4, 5 
Vice President 

Kidder, Peabody & Co, Incorporated 
(investment services, member of 
The New York Stock Exchange, Inc,) 

Margaret P MacKimm i, 3, 4, 5 
Vice President, Public Affairs 
Dart & Kraft, Inc, 

(food, consumer and commercial 
products company) 

JohnJ. Mackowski l 

Chairman and 

Chief Executive Officer 

Atlantic Mutual Insurance Company 

(property, liability and marine insurance) 

Andrew E Peck l, 2, 4, 5 


Chairman 

Andrew Peck Associates, Inc. 
(investment services) 


James E. Preston i, 2, 4 

Executive Vice President 

Avon Products, Inc . 

and President and Chief 

Executive Officer of the 

Avon Division of Avon Products, Inc . 

(manufacture and sale of beauty products; 

health-care services; and direct-mail 

marketing) 

Eugene J. Sullivan l, 2, 3, 5 
Chairman of the Board and 
Chief Executive Officer 
Borden, Inc. 

(manufacturer, processor and 
distributor of food, dairy 
and chemical products) 


Lester A. Burcham 
Robert C. Kirkwood 
Honorary Directors 

1 Member of Executive Committee 

2 Member of Audit Committee 

3 Member of Compensation Committee 

4 Member of Nominating and Organization Committee 

5 Member of Retirement Investment Committee 


Corporate Officers 

Chairman of the Board and 
Chief Executive Officer 
JohnW. Lynn 

President and 
Chief Operating Officer 
Harold E. Sells 

Executive Vice President 
Arnold S. Anderson 
Administration and General Counsel 

Senior Vice Presidents 
Frederick E. Hennig 

Worldwide General Merchandise Operations 

William K. Lavin 
Finance 


Vice Presidents 

Ted M. Annenberg 
Deputy General Counsel 

John H. Cannon 
Treasurer 

Joseph F. Carroll 
Public Affairs 

William R. Forcht 
Human Resources 

Roy L. Garofalo 
Investor Relations 

C. Jackson Gray 

Corporate Planning and Development 

Aubrey C, Lewis 
Corporate Liaison 

Henry C. Miner III 
Taxation 

Thomas E. Page 
Controller 

Charles T. Young 
Management Information Systems 


Secretary 

William B. Thomson 

General Auditor 
Glen R, Goff 

Assistant Vice Presidents 
Jacqueline D. Delafuente 
Law Department 

James J. O'Neil 
Taxation 

Assistant Controllers 
Laura T. Kirsner 
Michael T. Steven 

Assistant Secretaries 
Jacqueline D. Delafuente 
Christopher J. Hoey 
S. William Manteria 
James J. O'Neil 
James J. Pirretti 
George K. Schubert 
Frances E. Trachter 

Assistant Treasurer 
Frank J. Marrella 






Consolidated Operations 


U-S. Woolworth Division 

Robert L. Jennings 

President and Chief Executive Officer 

F. W. Woo I worth Co. Limited 
Canada 

Robert L. Whitell 

President and Managing Director 

F.W. Woolworth Co. G.m.bFL 
Germany 
Peter E. EUegast 
Managing Director 

Kinney Shoe Corporation 

Cameron L Anderson 

President and Chief Executive Officer 

The Richman Brothers Company 

William H. Gaudreau 

President and Chief Executive Officer 

HolUman's Little Folk Shop, Inc. 
Walter Podres 

President and Chief Executive Officer 

The Rx Place 
Kenneth Colson 
President 

Unconsolidated Operation 

Woolworth Mexicans. 5.A. de C.V, 
Antonio Paras 
Managing Director 


Tbe aejrvjceranltfi ami Ir^tltnirirks appearing in 
this repost owned by F.W. WboJwtjrth U-■. 
or one uhts subsidiaries. 


Corporate Headquarters 

Woolworth Building 
233 Broadway 
New York, New York 10279 
(212) 553-2000 


Transfer Agent and Registrar 

Morgan Guaranty 

Trust Company of New York 

30 West Broadway 

New York, New York 10007 

(212) 587-6467 

Form 10-K 

A copy of the Company's 1985 Annual 
Report on Form 10-K to the Securities 
and Exchange Commission is available 
without charge by request to: 
Corporate Secretary 
F. W. Woolworth Co. 

Woolworth Building 

233 Broadway 

New York, New York 10279 


Shareholders' Meeting 

The next Annual Meeting of Shareholders 
will be held at the Arizona Biltmore Hotel, 
Phoenix, Arizona, at 10 A.M. (local time) 
on Thursday, June 19, 1986. 

The formal notice of the Meeting, 
proxy statement, and form of proxy will 
be mailed to each shareholder on or about 
May 12, 1986, at which time proxies will 
be requested by management. 

Dividend Reinvestment Plan 

The Company has a dividend 
reinvestment plan under which quarterly 
cash dividends on Woolworth common 
stock and certain voluntary cash 
payments may be invested in additional 
shares of the Company's common stock. 
Brokerage commissions and 
administrative costs associated with the 
plan are paid by the Company. 

A brochure describing the plan and an 
application form can be secured from: 
Morgan Guaranty 
Trust Company of New York 
EO. Box 3506 
Church Street Station 
New York, New York 10008 
or from: 

Corporate Secretary 
E W. Woolworth Co. 

Woolworth Building 

233 Broadway 

New York, New York 10279 
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